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actual price from day to day and from month to month, responding to the surface 
indications of supply and demand, have fluctuated above and below this "right price" 
as indicated by the ratio. Supply, demand, and price being mutually interdependent, 
the adjustment of price merely for the purpose of clearing the day's market results 
in violent fluctuations in the weekly shipment of hogs, in needless disturbances of the 
consumer's demand for pork, and in price aberrations inconsistent with the neces- 
sary cost of production. 

Economic theory has ordinarily assumed that the price (actual) which clears the 
market is also the price (normal) which will best guide production; the author, how- 
ever, holds that the two prices are not identical, and he prefers the method of price 
determination which will keep in mind the second function. He does not minimize 
the inherent difficulties of dealing separately with the two functions. Once the 
primary purpose in establishing a price becomes the stabilization of the conditions of 
production, then the other function of adjusting the current demand to the current 
supply may need to be performed by some machinery other than price changes. 
Perhaps a cooperative selling organization would control the flow of the product to 
market; or cold storage facilities would be used to smooth out the unavoidable irregu- 
larities in production and consumption; or even, if necessary in order to stabilize the 
live-stock industry, perhaps meat products would be sold at a loss for a season to be 
offset by more profitable prices at a later time. Whatever the substitution, it must 
at least be evident that prices of corn and of hogs which one year break up herds and 
bring brood sows to market and which next year hold out false promises to the feed- 
ers, no matter how effective they may be as means of equating demand and supply, 
cannot be regarded as satisfactory guides to production. 

Given the present method of price determination, the author believes farmers 
should organize for collective bargaining. They should reduce their crops at strategic 
moments, as business concerns curtail output when large production is unprofitable; 
they should ask, as does organized labor, "At what season of the year is it best to 
strike?" When once the farmer is as effectively organized as are the other parties to 
the market controversy, the futility of sabotage may become apparent, and possibly 
all classes may "unite in production as a source of profit, rather than on clever bar- 
gaining" (p. 17). 

Such a cooperative arrangement between classes, however, the author believes to 
be impossible under the present laissez faire competitive price system. Owners will 
not permit their plants to be operated at capacity unless they have some assurance 
that they will not be penalized by falling prices and pecuniary losses. The author 
offers the ratio method of price determination as a possible solution. He looks to the 
economists for statistical inquiries which will measure the failure of present prices to 
perform their functions and which will serve as a basis for a better method of control. 
Thus, the author turns from the laissez faire economist to the statistical economist, 
and from the business man to the production engineer. 

Walter W. Stewart 

Amherst College 

The Financial Policy of Corporations, by Arthur Stone Dewing. New York: The 
Ronald Press Co. 1920. V vols. 

The five volumes of Dewing's Financial Policy of Corporations are entitled Corpo- 
rate Securities, Promotion, Administration of Income, Expansion, and Failure and 
Reorganization, 

When the reviewer had completed the first of these five volumes, he was convinced 
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that he was in the midst of the finest study in the field of corporation finance that had 
ever been made in the United States. In the text there is a good, straightforward 
statement of the principles and conclusions determined upon, and in the copious 
footnotes are adequate examples and evidence for the generalizations above. With 
the exception of the treatment of preferred stocks and of the definition of capital 
(to be discussed in later paragraphs), there is little to criticise in the first volume. 
Many parts of the other four volumes, however, are not up to the standard set by the 
first: the footnotes are less copious, and the text not always so convincing. One 
feels that the material is often thin, and that it could have been compressed into less 
than five volumes. However, the five volumes as a whole represent the best study in 
corporation finance that has been made, and the student can well afford to spend the 
extra time and money demanded. 

Most of the statistics presented are not complicated and call for no comment. 
In Volume III (p. 93) there is one use of statistical data that is very questionable. 
In order to prove the general principle that the earnings of companies which 
manufacture inexpensive consumption goods are more regular than the earnings of 
companies engaged in the manufacture of expensive production goods, the author 
compares the earnings of the Diamond Match Company with those of the American 
Locomotive Company. Obviously, even if these two companies had been equally well 
managed — which, the reviewer is informed, is open to serious question — the evidence 
furnished by their earnings is insufficient for statistical proof. The principle is cer- 
tainly logical, but the meager data should have been used merely as a footnote, with 
all apologies to the statistician, and with the statement that further evidence would 
be necessary before the generalization could be statistically proved. 

Some of the economic theory expounded in the early chapters of Volume IV (Ex- 
pansion) might have been discarded or substantiated had statistical evidence been 
sought for or adduced. The Federal Trade Commission in some of its studies (see 
especially the Canned Salmon Report) has begun to obtain statistical data on the 
costs of various sized plants and companies; the inclusion of such data would have 
been, to say the least, illuminating. 

In a footnote in Volume III (p. 16), the Bureau of Corporations' Steel Report is 
referred to as "somewhat biased against the corporation investigated." Although 
the government's investigators may be anxious to find something to criticise, they 
undoubtedly obtain facts to which an individual cannot have access. In this con- 
nection the reviewer is tempted to recall that in Dewing's Corporate Promotions and 
Reorganizations there is a criticism of the Steel Report because it often fails to give a 
reference or an authority for its statements; obviously, the agents of the Bureau of 
Corporations were not constrained to depend upon what some man told them, but 
had original records as evidence. Furthermore, just as the point of view of the gov- 
ernment may be "biased, " so Dewing's is often just as biased, but in the other direc- 
tion. The student, who obtains his information from interviews and published 
reports, should take what he receives with a grain of salt unless he has access to the 
books of the man interviewed. Dewing's treatment of trade associations, of blue 
sky stocks, and his belief in the authenticity of published accounting statements 
suggest the- attitude of the conservative, honest investment banker rather than that 
of the critical economist. 

Probably the most serious criticism of The Financial Policy of Corporations is the 
treatment of industrial preferred stocks. The author seems to have a curious preju- 
dice against these securities: in one place, he suggests that they have not been in 
existence long enough to warrant a judgment as to their value; in other places, he 
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implies that they are bad investments. He underestimates the cumulative and 
retirement features. He gives little or no attention to those important preferred 
stock provisions which make it impossible to put any liens ahead of the preferred issue. 
Finally, he thinks that the preferred stockholder is a partner, not a creditor. A study 
of the bulk of the industrial preferred stocks should immediately disclose that there 
is little difference between this type of security and the bond, particularly if the 
bond rests on the general credit of the company and not on a specific mortgage. 
The preferred dividend is merely a high rate of interest, explained by the risk in- 
volved. In one place he practically admits that the sinking fund provision makes 
an issue of preferred seem very much like a funded obligation of the owners, but 
he fails to recognize that the distinction between the common stockholder and the 
preferred stockholder is usually almost as definite as the distinction between the 
common stockholder and the bondholder. The preferred stockholder's right to vote, 
contingent upon the non-payment of dividends, is no reason for classifying him with 
a voting common stockholder, but rather with the mortgage bondholder, who has the 
right to foreclose if he is not paid his interest. 

In Volume III there are some extended discussions of the problems of accounting. 
Much attention is given to depreciation, which is considered a deduction from gross 
profits in order to reduce gross to net profits. Depreciation, it seems to the reviewer, 
ought to be included in costs before any kind of profit (economic or accounting) is 
reached. Depreciation is the cost of fixed capital goods and would be little different 
from "Raw Materials" (current capital goods) if the accountant did not arbitrarily 
use a year as a fiscal basis. An economist, giving as much space to accounting prob- 
lems as Dewing gives, should have presented a more analytical treatment of the 
problem of revaluing the capital goods on the balance sheet and to the distinction 
between economic and accounting profit, particularly because these questions and 
similar ones have a close connection to the interpretation of financial data. In the 
first pages of the first volume the difficulties encountered in the use of the words 
capital and capitalization are expressed. It may not be out of place here to suggest 
two or three definitions which might have helped to clarify the author's interpreta- 
tion of accounting data. Capital (the basis of the interest charge) might be de- 
fined as postponed claims on consumption goods expressed in terms of money. Capital 
is transferred by its owner, the capitalist, to the entrepreneur, who uses it to pur- 
chase capital goods and to pay wages, interest, and rent. Dewing, like most writers, 
uses capital to mean what is here defined as capital goods, or even worse, fixed capital 
goods. The definitions set forth in the foregoing sentences help to explain why the 
accountant insists on the original cost of the assets on the balance sheet rather than 
revaluations, especially when he is using the balance sheet for a determination of the 
investment or the capital which is to serve as a basis for the interest charge or for the 
measurement of return (economic profit and interest). New capital injected or 
profits earned and left in the business also represent postponed claims and are the 
only additions that should be made to the capital or investment. Capitalization, it 
seems to the reviewer, should be restricted to mean the sum of the stocks and bonds, 
and should be definitely distinguished from capital. If the assets were reappraised 
or goodwill injected, more stock might be issued or the surplus might be written up, 
but no more capital would be thereby created. 

It would be unjust to end this review without some commendation of Professor 
Dewing's scholarship and without restating the importance of his contribution to the 
field of corporation finance. The reviewer felt that it would be more practicable in 
the space allotted (and more valuable for the critical reader) to call attention to what 
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seemed to him the faults of this study; its good points are so numerous and will be so 
apparent to the reader that no comment seemed necessary. Kemper Simpson 

Department of Agriculture 

Government Control of the Sugar Industry in the United States, by Joshua Bernhardt. 
New York: The Macmillan Company. 1920. x, 272 pp. 

A volume which narrates the history of a war-time policy can serve only a peace- 
time purpose. It is the privilege of the amateurs who will manage future wars to 
disregard all experience and to muddle things for themselves, even as we did before 
them. Mr. Bernhardt probably had no thought of putting into the hands of future 
belligerents a valuable contribution to the literature of economic organization for war. 
Even if he did, there is little prospect that his volume will carry across the years to a 
future sugar control board. But none the less, the book is important because of its 
contribution to our very imperfect understanding of our industries, and of the tech- 
nical problem of controlling them in such a way as to make them serve appointed ends. 
Excluded from the laboratory, denied the use of the experimental method, and unable 
to determine in advance of the fact the consequences of a definite procedure, we should 
welcome as a windfall the mass of material about the organization of industry and the 
effects of various methods of controlling it which the war has given us. 

Among such contributions the story of the control of sugar is among the most sig- 
nificant. The problem which it presents is a fair sample of the problems involved in 
the control of industry to a purpose. The period of time, much briefer than the 
scholars would have had it, is ample for at least a tentative statement of problems. 
The account given by Mr. Bernhardt is objective enough to warrant careful attention. 
Despite its authorization by the United States Sugar Equalization Board, it is a 
straightforward story, so free from bias as to be almost dull. The 128 pages of text 
are for the most part a running narrative, littered here and there with documents and 
statistics. And enough of this crude raw material is left to cover 134 pages of 
appendix. 

The narrative covers in detail the three periods into which the history of the con- 
trol of sugar during the war is to be divided: (1) The period of "voluntary coopera- 
tion of various branches of the sugar trade" under the general oversight of the Sugar 
Division of the Food Administration; (2) the period of the centralized administration 
of the distribution of sugar by the United States Sugar Equalization Board; and (3) 
the period of the disturbed and hesitating "demobilization of sugar control" which 
followed the armistice. Of these the second has the larger meaning for the student of 
economic organization and deserves careful study. It represents an attempt to secure 
an equitable distribution of sugar by unified administrative judgments based upon 
accurate and comprehensive statistical data. A study of policy during this period 
involved a consideration of (1) the ends which the Board tried to achieve; (2) the 
general industrial conditions which set the terms of the problem; (3) the methods 
that were employed; and (4) the results that were effected. 

The aims of the sugar administration, reduced from Mr. Bernhardt's very com- 
prehensive list, were: (1) To effect a proper distribution of sugar between ourselves 
and our allies; (2) to secure an equitable distribution among different sections of the 
country and different groups of the population; (3) to keep the price of sugar within 
the reach of the ordinary consumer; and (4) to maintain the largest possible produc- 
tion of this staple commodity. It is evident that these aims were more or less 
contradictory, and that the purpose of the Board was to secure the best relative real- 
ization of them. 



